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Abstract 
The worldwide increase in internet usage and strengthening of the communication structure led to the expansion of 
internet banking. Internet banking is an alternative delivery channel developed by using internet to offer banking 
services. Various types of innovation have been introduced in the banking sector. On the one hand, incremental 
innovations lead to the reinforcement of the position of the knowledge management, improving existing products. On 
the other hand, radical innovations may renew the role of the banks. Today, in the knowledge age, corporations 
recognize that to be successful, they need to understand modern strategic management techniques.Internet banking 
attracts a special worldwide attention because of its benefits to both banks and customers. Banking sector started to 
use the internet not only as an innovative payment method and to increase customer convenience, but also as a way to 
reduce costs and enhance profits. This paper attempts to explain the role of knowledge management in radical 
innovations, especially as applied to the area of internet banking in the EU.  
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1. Introduction 
Technology is the basic and very important element for economic prosperity. Technological 
development has various implications for the banking sector. For example, today internet offers banking 
sector a wide range of applications. Information technologies such as internet banking are intensively 
used to keep up with the customers, reduce transaction costs, and accelerate banking transactions. Certain 
changes experienced in the developed EU countries, which direct the future of the world economy 
increased the strategic importance of knowledge and its management.  
Knowledge or “the intellectual asset’’ has become a main strategic asset, because capital based 
production has been replaced by information based production. In this regard, the success of the 
organization increasingly depends on its ability to gather, produce, transfer, analyze and maintain 
knowledge. Compared to other fields, the transfer of knowledge management concepts to the banking 
sector has been fast. 
Effective usage of knowledge management systems may enhance organizational performance. 
Nowadays, knowledge management is receiving considerable attention, from both academics and 
business world, and is being addressed by a broad range of academic literature and popular media. In 
knowledge society, banking sector recognizes that it needs to be familiar with the modern management 
techniques. Knowledge management can be seen as the next source of competitive advantage. At the 
same time, the quick growth of the internet infrastructure has increased the effectiveness of knowledge 
management.  
Therefore, it is possible to classify innovation in three categories such as transactional, 
incremental and radical innovations. Transactional innovations are driven by needs and the aim of 
lowering transaction costs. An incremental innovation involves small technological changes and improves 
effectiveness; a radical innovation on the other hand, involves sizeable technological developments and is 
a long-term, strategic innovation of the organization.  
Banking activities can be supplied to customers and financial organizations in an effective, 
transparent and fast way by internet banking. With internet banking customers can have the opportunity 
to learn new perspectives and analyze financial markets more effectively. 
This paper is structured as follows. In the first section we discuss determinants of innovations 
concerning the banking sector and in the second one; we explain the internet banking activities in certain 
selected EU countries. 
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The global financial crisis of 2008-2009 came to the front of the business world and world media in 
September 2008, with the failure and merging of a number of American financial companies. While this 
financial crisis has heavily affected developed and developing countries’ economic structure, Turkey has 
not experienced the Crisis of 2008-2009 as severe as other countries. It is argued that Turkey has not been 
heavily affected by this financial crisis because Turkey has restructured and strengthened its economic 
structure during the series of recent crises in 1994, 1999 and 2001.  
 
 
2. Literature Review And Hypotheses  
2.1. Defining Innovative Organizations 
Basically, the aim of knowledge management is to manage knowledge more effectively and 
efficiently. For this objective, organizations must prize diversity for successful innovation. When 
computers first appeared in offices in the late 1970s, they were used as superior typewriters, mainly by 
support staff and in the 1990s they became tools for managers at every level. Additionally, management 
structures inherited from the past have also hindered the efficient use of technology in many organizations 
(OECD, 1995, 1997, 1999).  
There are four different disciplines that have influenced the development of knowledge management: 
computer science, information science, organizational learning, and business strategy (Tuomi, 2002). In 
this regard, technology can help banking sector build an integrated delivery strategy for effective multi-
channel management.  
The Knowledge-Based Society is the society where social, economic and cultural progress is 
determined by the ability to create and efficiently apply new knowledge, and where creation of new 
knowledge and promotion of innovations become priority values (Melkinas, 2007). 
According to the OECD Oslo Manual, an innovation is the implementation of a new or significantly 
improved product (good or service), or a new marketing method, or a new organizational method in 
business practices, workplace organization or external relations. Innovation activities are all scientific, 
technological, organizational, financial and commercial steps which actually, or are intended to, lead to 
the implementation of innovations. 
Innovation is a multi-dimensional concept which goes beyond technological innovation to encompass, 
for instance innovation in services, organizational or business models. This includes individuals with 
different skill sets, genders, and ages. Human resources management strategies are also aligned with 
companies’ innovation agenda including, where appropriate, contribution to innovation as part of both an 
employee’s performance evaluation and the employee’s compensation. 
Change ideology as a management tool needs to challenge the basic premises on which organizations 
have been managed and requires organizations to make significant qualitative shifts away from traditional 
and outmoded modus operandi to new and innovative operations. The agenda for qualitative leaps or 
radical organizational changes is not essentially concerned with “efficiency”, however conceived, but 
with more fundamental transformations in the socio-cultural quality of life (Higgins, 1988; Korac-
Boisvert and Kouzmin, 1994; Kakabadse and Kakabadse, 2000).  
Avlonitis et al’s study of the relationship between innovativeness and financial and non-financial 
performance strongly suggests that a portfolio of measures is necessary for a balanced and inclusive 
approach to the measurements of innovation activity in the financial services. So, although financial 
concerns appear to remain critical for most managers, the fact that innovations may result in enhanced 
relationship, boost the sales of related products or, enhance the firm’s reputation in customer’s 
perceptions are also important evaluative criteria (Adams et al, 2008). 
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Many types of innovation, including software and some biological innovations are not patentable in 
many countries. Also, patent laws can vary between different countries. On the other hand, patents are 
better indicators of innovation as an output than is R&D (Morck and Yeung, 2001). Since innovative 
activity is capital intensive, we expect radical innovation to be more prevalent in the countries with a 
relatively more developed banking sector. 
      
 
3. Methodology 
The Internet has transformed banking sector and commerce together. In this context, internet either 
directly creates innovative new service concepts, or reconfigures their value chains. Doing business 
through using internet provides operational efficiency and relatively cheap and quick financial 
transactions. 
Bill Gates (2008) declares that “banking is essential, banks are not”. This means that traditional 
banking sector is going to vanish to be replaced by internet banking. 
The future of the EU lies in the creation of the Knowledge-Based Society and Knowledge-Based 
Economy. This means that key issues that require strategic decisions are to be considered as issues of 
creation of the Knowledge-Based Society and Knowledge-Based Economy (Melkinas, 2007). According 
to Lisbon Strategy, the EU intends to deal with low productivity and to become a knowledge-based 
society through certain initiatives to be taken by all member states. The objectives set out by the Lisbon 
Strategy are to be attained by 2010. 
Banks started to use the internet not only as an innovative payment method and increase customer 
convenience, but also as a way to reduce costs and enhance profits. Fierce competition between banks, 
both in retail and wholesale, has forced banks to find new and profitable areas to expand. But, internet 




4. Analyses and Results 
 
The development of a knowledge management application is tailored to the needs of the e-banking 
department both in terms of providing knowledge oriented support for their internet work arrangement 
and in terms of providing learning opportunities both to them and to e-banking agents located in the 
branches particularly through knowledge sharing and collaboration (Samiotis, 2001). 
Banking sector has always pioneered the application of latest technologies in practice. The banking 
business has scaled to enormous proportions, dealing with millions of transactions, accounts and 
customers. In other words, these new capabilities and service levels would be unimaginable without the 
help of technologies. 
Keeping the status quo is hardly an option if decision makers are fully aware of the situation, trend and 
consequences. Architecting a system for constant change requires strategic focus, state-of-the-art 
engineering and excellent knowledge of variation in banking. 
Home banking has increased in popularity in recent years with the increasingly computer literate 
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16-24 43.6 26.6 44.2 49.0  7.1 29.6    2.4 
25-34 71.6 54.8 84.3 81.7  7.5 43.7    7.8 
35-44 62.5 47.0 79.1 79.5 13.1 37.8 1 2.7 
45-54 60.8 41.7 81.5 76.7 14.3 34.2   5.6 
55-64 54.7 41.5 84.0 69.5 - 33.1     - 
65-74 47.6 43.9 53.8 71.5 - -     - 
16-74 59.2 43.3 69.4 71.5 9.6 35.8   6.6 
 
  
Source: Eurostat Community Survey on ICT Usage in Households and by Individuals, 2004. 
 
According to the Table 1 above, it appears that internet banking activities were most widespread in 
Finland and Estonia with proportions %72 and %69 respectively. On the other hand, this contrast sharply 
with Greece and Hungary where the proportions of internet banking users are only 7% and 10%, 
respectively. If we take into account age groups, it is often 25-34 year olds who constitute the highest 
percentages. 
Despite increasing penetration of internet banking transactions, there are many stories that provide 
doubt about internet based security. Another disadvantage is that internet banking might dehumanize 
banking sector. Therefore, there are also some problems in conducting internet banking that concern 
banking sector. 
In this context, the easy access to individual account created by internet banking makes depositors 
more tempted to test whether or not their bank is bank-run proof. These uncoordinated actions may 
ultimately lead to an illiquidity problem that a bank hardly predicts. This situation is most likely to occur 
during “troubled’’ times, since depositors can reasonably doubt the “true’’ state of their bank (Janson, 
2009). 
Only a few pure online banks can make profits and survive. Instead, banks can integrate pure online 
banks in the banking group: a pure Internet Bank is part of a banking group but perceived by clients as an 
“external”, innovative bank (Amaboldi and Claeys, 2008). 
 
5. Conclusion 
Recent developments in technology urge internet banking sector to significantly gain ground 
within the world-wide organizations. Over the past years, the importance of banks in information sector 
has increased and most of them have been applying internet banking. 
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Internet-based banking provides its customers with certain opportunities such as obtaining 
information directly about financial activities and acquiring technical supports such as interpreting 
financial tables. 
Therefore, radical innovation has a higher effect on productivity in financially developed 
countries such as the EU countries. The introduction of new products is desirable whenever it results in 
better banking performance. 
We believe that radical innovations will be better able to provide a more sustainable competitive 
advantage than incremental ones. At the same time, radical innovations involve new, superior solutions to 
customer needs and may help to redefine competitive rules, which, in turn improve the competitive 
position of the banking sector. 
On the other hand, Lisbon Strategy’s objective for the EU is to become a Knowledge-Based 
Society based on ambitious research and innovation agenda. Another important motivation for the Lisbon 
Agenda was the perception that the EU was lagging behind the USA and other developed countries. 
The EU aims to make Europe, the most competitive and the most dynamic Knowledge-Based 
Society in the world by 2010. However, we think that the last financial crisis has had a negative effect on 
the Lisbon Strategy in terms of realizing the 2010 target of the EU.  
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